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“Many organizations have painfully learned that it no 
longer makes sense to support separate, disjointed, and un­
coordinated functional area information systems for mar­
keting, production, personnel, and financial account­
ing, . .
“Operations research ... is a set of mathematical and 
statistical techniques which make it possible for the first 
time in history to approach complex management prob­
lems on an objective basis by replacing intuition and sub­
jective judgment with scientific methods, thereby minimiz­
ing the risk of being wrong.” 
“Those people realize what operations research specialists 
frequently forget, that the business is not a laboratory 
situation, that measurements are rarely precise, and that 
some elements cannot be measured at all but must be 
carefully estimated.” 
“Accountants are becoming aware that they can delib­




Another new year is with us. We wish to 
each and every reader a year filled with hap­
piness, success, and prosperity.
Volume 34 of this magazine commences with 
the new year. We suddenly are aware of the 
maturity of the publication. It is our hope that 
the magazine will continue to live up to the 
tradition of excellence which has developed 
with the publication of the first 33 volumes.
Farewell to Eileen Corcoran
In this issue is the last Theory and Practice 
Column written by Eileen Corcoran, CPA. 
This column was initiated by Miss Corcoran 
in the March 1969 issue. We arc indeed in­
debted to her for three years of columns which 
have been enlightening and most worthwhile. 
Her contribution to the improved image of 
this publication as a significant professional 
accounting journal is great—we thank her.
Editorial Board
The Presidents of the two organizations who 
publish this magazine have appointed as a 
new member of the Editorial Board Dr. Elise 
G. Jancura, CPA, who is Assistant Dean of the 
James J. Nance College of Business Administra­
tion at The Cleveland State University.
Readers may remember Miss Jancura’s 
manuscript “Automation and the Banking In­
dustry” in the May 1971 issue of this publica­
tion. We believe our readers would like to 
know that her article has been abstracted by a 
British service, associated with the Institute 
of Chartered Accountants in England and 
Wales, which scans accounting and related 
professional journals.
Retiring from the Editorial Board are Ruth 
Reynolds and Mary E. Beniteau Bell. Both 
have served this magazine with distinction. We 
are fortunate to have had them on the Editorial 
Board—we note with particular pride that Mrs. 
Bell has served on the Editorial Board since 
December 1963—8 volumes, 48 issues, and un­
counted manuscripts!
Advertising Manager
L. Sue Ratliff, CPA, has agreed to serve as 
Advertising Manager. Miss Ratliff is Assistant 
Professor of Business Administration on the 
Northeast Campus, Tarrant County Junior Col­
lege District in Hurst, Texas.
FAN MAIL
We were pleased to learn that Wilma H. 
Loichinger has received inquiries from at least 
three universities as to more specific details 
of the accounting system which she described 
in “Accounting for Grants and Contracts in an 
Educational Institution” in the September 1971 
issue. We believe this reflects well on our pub­
lication; perhaps some readers who put the 
magazine aside at the time because of lack of 
time will want to find it and read that article.
THE BUSY AICPA
As this editor attempts to understand some 
of the recent Opinions of the Accounting Prin­
ciples Board, she was struck by the sheer num­
ber of pronouncements by the APB and by the 
Committee on Auditing Procedure of the In­
stitute—6 Opinions covering 150 pages issued 
between August 1970 and August 1971 and 5 
Statements (only 43 pages) issued between 
September 1970 and September 1971. This is 
surely a challenge to accountants to stay abreast 
of what’s going on in our profession.
"It seems to me that when the management knows that earnings projections substantially in excess 
of its own expectations are being given to the investing public, the company's own self-interest as 
well as its obligation to investors calls for some form of public demurrer. Also, when a management 
confirms an analyst's private projection in a private meeting, it seems to me an obligation to make that 
projection public is created.
"I believe the time has come to take a broader view of what is pertinent to investment values and 
the obligation to convey economic reality as management knows it to stockholders and investors. I 
believe the time has come when we should re-examine the question of the inclusion of projections, 
forecasts, and appraisals in our disclosure framework."
William J. Casey
Chairman, Securities and Exchange Commission
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THE NEW DIMENSIONS OF ACCOUNTANCY
As a new year begins, it is only appropriate to look into the future. In these pages, 
the author looks at three relatively new disciplines which well may be an important 
part of accountancy in the 1970s and beyond.
Dr. Helene M. A. Ramanauskas, CPA 
Chicago, Illinois
The most important phenomenon of the 
twentieth century is the dramatic knowledge 
explosion in every field of human endeavor. 
This century will, however, also be remembered 
for its incomprehensible success in large-scale 
projects requiring the harmonious use and co­
ordination of knowledge and techniques of 
numerous disciplines which might at the first 
glance seem unrelated. Disciplines now no 
longer can stand alone and retain their use­
fulness; they must draw heavily on each other’s 
concepts and techniques if they intend to be 
capable of solving the increasingly complex 
problems of our present day world.
The discipline of accountancy is no excep­
tion. While it was in the past solely concerned 
with the accumulation of financial transactions 
of entities and periodically reporting their re­
sults to interested outside parties, it has re­
cently recognized that to survive as a profes­
sion it must expand its scope of knowledge and 
techniques, as well as its activities, in many 
ways. Its members now consider it also their 
objective to assist management (or, in other 
words, insiders) in their everyday planning, 
controlling, and decision-making tasks. They 
even expect to be part of the management 
team which makes the decisions and to account 
for their success or failure thereafter.
With the expansion of the scope of knowl­
edge o£ the discipline and the added activities, 
the image of the accountant as the stoop­
shouldered man with the green eyeshades 
patiently putting columns of figures into huge 
bound books has become history. Today’s ac­
countant is more likely a dynamic, quite vocal, 
and certainly active member of the manage­
ment team, extracting from a third generation 
computer relevant data for special decisions 
with everyday casualness. Or he may simulate 
with the help of a corporate model the future 
impact of policy changes contemplated by 
management.
If job titles are any indication as to the 
scope of a position, descriptions such as chief 
bookkeeper and controller have been increas­
ingly replaced by titles such as manager of 
the comprehensive information system, di­
rector of the communications system, or di­
rector of information intelligence, indicating 
clearly the dramatic changes in job scope and 
content which took place in the recent past.
Accounting is now defined even by out­
siders as “a broad term that denotes certain 
theories and procedures for collecting and re­
porting useful information concerning the 
activities and objectives of an organization.”1 
1Carl Thomas Devine, Encyclopaedia Britan­
nica, Vol. 1, 1965, p. 78.
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No longer is accounting identified solely with 
the financial sphere, but it is now more and 
more recognized as a discipline consisting of 
procedures for recording, classifying, reporting, 
and interpreting all quantifiable functional ex­
periences of an enterprise with the goal to 
promote effective management. Expressed in 
maritime terms, today’s accountant is not the 
commander of the ship (that is management’s 
role), but he is the navigator, the one who 
controls the direction. He is the one who must 
keep the commander continuously informed as 
to how far he has come, where he is, what 
speed he is making, the resistance encountered, 
and the variations from the course.
What specifically are the added dimensions 
which produced such dramatic changes in 
scope and image of the discipline of accoun­
tancy and the people engaged in it? Is this 
broadening and deepening process now con­
cluded or is it still in flow? Are we on the 
threshold of unparalleled gains of disciplinary 
effectiveness or are we squandering our talents 
on fad and fetish?
The Total System Concept
One of the major by-products of the sci­
entific management movement of the past 
several decades is the recognition of the firm as 
a complex system, resembling more a living 
organism rather than a machine. Without at­
tempting to push the relationship between firms 
and biological systems too far, one may say that 
a firm (as well as a biological being) is a set 
of activities and functions that must be care­
fully coordinated to insure health and growth. 
Although a firm is not alive, it has to behave 
very much like a living organism to survive 
and to succeed.
While a living organism has a ready-made 
effective organizational structure (with built- 
in controls, reflexes, and feedback to the brain), 
such has to be carefully designed for the man­
made firm. Just as the growth and the success 
of a biological system depend upon its ability 
to coordinate its various functions and to ad­
just them to its supporting environment, the 
most important determinant of a firm’s po­
tential for growth, improved efficiency, and 
attainment of goals is the ability of its manage­
ment (the brain) to manipulate effectively the 
various units and functions comprising it and 
to cope with its more or less hostile environ­
ment.
While it was believed in the past that 
optimization of subunits and functions of a 
firm automatically would result in a comparable 
improvement of the overall well-being, it is 
now realized that only careful coordination of 
the activities of all subunits and functions 
guarantees the attainment of the overall ob­
jectives, whatever they may be.
This new realization stems from research 
results in system theory and cybernetics, which 
have taught us that any system, a biological 
one as well as a business firm, consists of a 
hierarchy of goal-seeking control units, wherein 
each level is influenced and coordinated in its 
attitudes, behavior, and decisions by the next 
higher level ones.
The influencing and coordinating of all sub­
functions at the various operational levels is 
accomplished by a system of internal informa­
tion flows or, in other words, by a compre­
hensive information system, which encom­
passes quantifiable information of the func­
tions and activities of all levels and which also 
possesses all the necessary automatic built-in 
horizontal and vertical controls and feedbacks.
Such a comprehensive information system, if 
constructed with full knowledge of the func­
tional interrelationships and interactions of all 
subunits or segments of an enterprise, provides 
management at all levels with complete and 
unbiased information relevant to specific 
decision-making needs. Through its automatic 
built-in horizontal and vertical controls, it 
even eliminates many routine decisions which 
had to be made by humans in the past. By 
providing information without delay, it im­
proves operational control because it makes 
possible remedial actions in problem areas be­
fore serious losses occur.
So far in real life such comprehensive in­
tegrated information systems are achieved only 
rarely, and the information relevant for man­
agement’s decision making needs is mostly still 
provided by loosely tied subsystems.
However, the advances in electronic data 
processing and the resulting revolution in in­
formation technology do kindle the hope that 
the complex information system dream will be 
realized on a broader scale in the very near 
future.
Already the computer and the knowledge 
about functional interrelationships and inter­
actions gained by the total system concept 
have produced changes in many organizational 
structures. Many lower-level clerical and rou­
tine middle-management tasks and decisions 
have been taken over by the computer. Al­
though it was first feared that this would re­
sult in the elimination of middle-management 
positions, they have assumed now even greater 
importance than before as tactical planning and 
control functions have been moved to those 
lower organizational levels where they are 
much more effective anyway. Concomitantly, 
top management has been enabled to devote 
more attention to the understanding of the 
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system interrelationships, to nonroutine deci­
sion making, and to strategic and long-range 
planning.
The most obvious results of the advances in 
the computer technology were, however, the 
dramatic revisions in the data reporting re­
quirements in order to take full advantage of 
the ability of the computer to accept, store, re­
arrange, and process data with never before 
dreamed of speed and flexibility.'
Many organizations have painfully learned 
that it no longer makes sense to support 
separate, disjointed, and uncoordinated func­
tional area information systems for marketing, 
production, personnel, and financial account­
ing, but that it is much more economical to 
build electronic data banks or pools of in­
formation from which relevant decision data 
and reports for the specific operational ac­
tivities can be readily drawn at demand.
How did all those developments affect the 
accountants? To secure their position at the 
head of the data accumulation network with­
in the organizations and to earn a place on the 
management team, they had to broaden and 
deepen their knowledge about the interactions 
of all the various functions and activities mak­
ing up an enterprise. In order to accumulate 
and provide all data required for special 
managerial decision situations, they had to 
become well versed with the capabilities of the 
electronic data hardware and to familiarize 
themselves with a computer language to be 
able to extract data for sudden needs.
Even the sacred auditing functions of the 
public accountants were affected by these new 
developments. In the past the accounting data 
to be audited was contained in various ledgers 
and was easily accessible; now it is stored in­
visibly in some part of an electronic brain. To 
carry out audit engagements effectively under 
the new automated conditions, the traditional 
audit trails of the past had to be modified to 
the new circumstances. The auditor had to 
acquire a basic understanding of the workings 
of the electronic data accumulation hardware, 
the procedural steps performed by it, and the 
automatic control devices incorporated in it.
The concept of auditing “through” the com­
puter (instead of around it as in the past) is 
coming to the fore. With the excellent tests 
and controls that can be incorporated within a 
well-designed computerized information pro­
cessing system, external evidence is continuous­
ly decreasing in importance. Of course, we are 
still far away from a complete switch in em­
phasis from external evidence to mere con­
templation of the machinations of computerized 
information systems. Auditors still need some 
opportunity to gain contact with reality, but 
the sampling of external evidence is becoming 
more and more only a tool to confirm the ef­
fectiveness of the information system rather 
than a means to verify directly the fairness of 
the individual account balances.
The Impact of Operations Research
Another challenge posed to accountants by 
advances in the scientific management move­
ment is caused by management’s increasing 
use of quantitative analysis techniques origi­
nally developed in fields such as science, en­
gineering, and economics. These new tech­
niques and approaches, commonly sum­
marized under the heading of operations re­
search or quantitative methods, have proven 
quite useful already. The clear analytical 
thinking that underlies them is beginning to 
show its influence upon managerial attitudes 
at large and does cast, as a sort of intangible 
bonus, new light on the general processes and 
problems of management itself.
To define operations research one could say 
that it is a set of mathematical and statistical 
techniques which make it possible for the first 
time in history to approach complex manage­
ment problems on an objective basis by re­
placing intuition and subjective judgment with 
scientific methods, thereby minimizing the risk 
of being wrong.
They do this by a rigorous search for, and a 
more precise definition of, the central problems 
or issues, the clear identification of the specific 
relevant factors, and by a description of all the 
major relationships of the particular situation in 
form of a model. Those models (after they are 
tested for validity) then provide a conceptual 
representation of the realities and make pos­
sible manipulation or simulation so that the 
cause and effect relationships can be studied 
and the results of alternative actions can be 
measured in advance.
A further advantage of operations research is 
that it focuses attention on the whole system 
and not just its subsegments by considering the 
"The presumption that an entity should not change an accounting principle may be overcome only 
if the enterprise justifies the use of an alternative acceptable accounting principle on the basis that it 
is preferable."
Opinion Number 20, "Accounting Changes," 
Accounting Principles Board of AICPA
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interdependence of all variables incorporated in 
the model. It brings all the appropriate dis­
ciplines of science, whether they be mathe­
matics, statistics, economics, behavioral science, 
systems concepts, or computers, to bear on each 
problem.
It is, therefore, no surprise that we see in­
creased application of such techniques as 
linear programming, sampling, probability the­
ory, regression analysis and other statistical 
methods, project evaluation and review tech­
nique (PERT) and critical path scheduling, 
exponential smoothing in forecasting, mathe­
matical simulation, and a host of other tech­
niques that would have been viewed by man­
agement as very esoteric only a few years ago.
Some of these techniques such as economic 
lot size and economic order formulae as well as 
break-even analyses have been applied in 
business for many years, although only in very 
rudimentary form. Others only gained prom­
inence recently. Their application is now in­
creasing as they come into the hands of prac­
tical people, such as managers and accountants 
with an understanding of the business com­
plexities and a recognition of the limitations 
imposed on the techniques when applied to 
business situations. Those people realize what 
operations research specialists frequently for­
get, that the business is not a laboratory 
situation, that the economic environment can­
not be excluded or controlled at will, that 
measurements are rarely precise, and that some 
elements cannot be measured at all but must 
be carefully estimated. They also realize that 
historical data are spotty, that time factors are 
likely to be critical, and that unpredictable 
problems with people may develop.
Despite those limitations, however, it has 
been established that a more scientific ap­
proach to complex managerial problems, a 
higher degree of quantification, and the estab­
lishment of mathematical relationships among 
variables do produce valuable results. Even if 
operations research does not provide (as ad­
vocated at the outset) absolute certain answers 
to all problems, it does provide a reduction in 
the areas of uncertainty so that management 
judgment can be more effectively applied, 
with a greater probability of being right a 
greater percentage of time.
For many years the management accountant 
had played the preeminent role in supplying 
information to management for the purpose of 
planning, controlling, and decision making. 
When operations research techniques suddenly 
became prominent in the early sixties, some 
members of the accounting discipline felt that 
their attention-directing and problem-solving 
functions were threatened by this new breed 
of information specialists, the operations re­
searchers.
To avoid such takeover, they advocated the 
expansion of the scope of accounting to in­
clude the new mathematical and statistical 
techniques, since the data provided by them 
really represents refined measurements of 
similar data already provided by accountants 
for management.
They felt “that if the administration process 
of decision making turns to areas of manage­
ment science, it is evident that accounting 
must expand its scope to include operations 
research, cybernetics, simulation, and related 
methods, if it is not to be absorbed by the 
broader functions of business measurement.”2 
They concluded that the controller or the di­
rector of the management information system 
“. . . , as the manager closest to the informa­
tion and the one responsible for its validity, 
has the responsibility for using these latest 
modern tools of decision making to make the 
task of decision making as easy and clear-cut 
as possible.”3
2 Norton M. Bedfort, “Emerging Tools for Man­
agerial Accounting,” NAA Bulletin (October 
1961), p. 33.
3 Robert B. Sweeney, “Business Use of Linear 
Programming,” Management Accounting (Septem­
ber 1965), p. 39.
Others felt that to assume complete responsi­
bility of the operations research techniques 
would create a challenge far too great to ac­
cept because the accountant would need to be 
not only a competent accountant but also a 
mathematician, a statistician, a physicist, an 
engineer, a data processor, etc. This is why the 
team approach to operations research is so 
essential and why its success depends upon the 
harmonious working relationship of men with 
different educational backgrounds.
Nearly a decade later, the role of the ac­
countant in operations research is quite clearly 
emerging now. The accountant has become not 
only increasingly knowledgeable in quantita­
tive techniques, but it has become more and 
more obvious that he has potential usefulness 
as a full fledged member of the operations re­
search team. As a result of his intimate knowl­
edge of the entire firm, the accountant has 
proven especially useful in the verbal model 
building process. His value at the data collec­
tion stage has been gratefully attested by peo­
ple outside of the accounting profession. Since 
the models frequently require data not 
previously processed by the information sys­
tem, modifications in the scope of data ac­
cumulation are required. Accountants have to 
revise their system for reporting performance
8
"But, surely, something is out of kilter if practitioners are required to do what educators can do 
far better—to develop a basic understanding of the discipline of professional accounting and its function 
in society."
Marshall S. Armstrong 
President, AICPA
to be consistent with the model that was used 
to make the decision in the first place.
The third area of substantial usefulness for 
the accountant is in solution control. Because 
of his position within the firm, he can detect 
deviations of actual relationships from those 
assumed in the construction of the model. His 
familiarity with most aspects of the business, 
as well as with the information system, puts 
him in a unique position to discover and to 
identify problems which might be solved ef­
fectively by operations research techniques, 
although this, of course, is not totally his 
obligation.
Summarizing, one may say that the ac­
countant is more and more becoming an es­
sential member of the operations research 
group. His role consists of recognizing possible 
applications and identifying the relevant 
variables and their relationship—in other words, 
building the verbal model. It is also his 
responsibility to modify or to design the in­
formation system in such a way that it will 
provide relevant and reliable data for the 
model. He should actively participate at the 
actual construction and implementation stage 
in order to add the needed practical element 
to the operations research team.
Recognition of Behavioral Aspects
As if all the previously discussed evolutions 
were not enough to handle, we are witnessing 
at the present the emergence of another new 
dimension in our discipline, namely, behavioral 
accounting. It is only recently that accountants 
became aware of the behavioral structure with­
in which they function and fully realized that 
accounting figures are both a cause and an 
effect of human behavior. Accountants are be­
coming aware that they can deliberately de­
sign their systems so as to influence employee 
motivation, morale, and productivity. They are 
acknowledging for the first time that their 
responsibility extends beyond the simple mea­
surement and data aggregation to include the 
perception and use of their information by 
someone else.
The new emerging subdiscipline, behavioral 
accounting, considers the impact of the process 
of measuring and reporting on people, which is 
a dramatic addition to the strictly technical 
problem of carrying out those processes which 
were the traditional functions of accounting. 
Behavioral accounting feels that “in accepting 
his responsibilities the accountant must be­
come involved and concerned with questions 
such as what and how to measure and to re­
port, how these measuring tasks should be 
implemented, for whom he is creating the in­
formation, and, in many cases, why the users 
will be concerned with the results of his ef­
forts.”4 Behavioral accounting even goes 
further by asking “what effects the accounting 
process has upon individual and collective be­
havior and how these effects can be altered 
by changes in the systematic manner in which 
accounting is carried out.”5 It is also concerned 
with how the processes and reports of account­
ing can be used to help individuals and orga­
nizations to attain the goals that they have set 
for themselves or which have been determined 
by the environment in which they operate.
4William J. Bruns, Jr. and Don D. Coter, Ac­
counting and its Behavioral Implications, McGraw- 
Hill Co., 1969, p. 3.
5 Op. cit.
The behavioral movement in accounting 
clearly has a great deal of impetus as judged 
by the output of recent articles. But what 
is it and how do the articles relate to one 
another or to behavioral research in general?
The research studies recently completed and 
in progress are quite diverse, but they can be 
grouped into three separate classifications. The 
first group deals with the developments in the 
nonaccounting oriented behavioral sciences. 
They draw general conclusions as to the use­
fulness of certain concepts and theories and 
their possible implications for accounting prin­
ciples and practices. The second type of studies 
attempts to examine the effects of accounting 
on people’s behavior, particularly as they make 
decisions. And finally, the third group experi­
ments with knowledge from the behavioral 
sciences by applying it to organizational design 
and the construction of accounting systems, 
with the overall goal of improving their effec­
tiveness and efficiency since they rely largely 
upon people and their judgment.
Practically all of the behavioral studies so 
far have one important feature in common; 
they are published in academic journals. To­
day the impetus in behavioral accounting 
comes chiefly from the academic branch of 
the profession, and the research findings have 
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not yet (to any noteworthy extent) been trans­
lated into management action.
However, the studies have produced quite 
interesting results and insights into the ways 
and causes of human behavior, which will def­
initely have considerable impact on accounting 
theories and practices in the very near future.
Budgeting and profit planning are areas in 
which the human factors are more important 
than the strict accounting techniques. It is 
now quite clearly understood that the success 
of any planning system depends finally upon 
its acceptance by the employees who are 
affected by the goals set therein. Ideally, the 
attitudes should be sympathetic, cooperative, 
and cost-conscious. But because budgets place 
individuals under the spotlight, the natural 
reaction to the restrictions, criticism, and con­
trol imposed by them is resistance and self­
defense. Too many department heads and 
foremen think that budgets represent a penny- 
pinching, negative brand of managerial pres­
sure. To them the word budget frequently is 
as popular as layoff, strike, or pay decrease. 
To make a budget work, the employees must 
be carefully educated to understand and to 
accept the role of budgets as positive vehicles 
for organizational improvement and not as 
heinous means of squeezing the last drop of 
sweat out of employees. They must learn to 
look at budgets or profit plans as systematic 
tools for establishing standards of performance, 
for providing motivation, for gauging results, 
and for helping management and the company 
as a whole to advance toward the objectives 
set for the benefit of all concerned.
Without a thoroughly educated and cooper­
ative management and labor force, budgets and 
profit plans (no matter how sophisticated they 
may be technically) are only a drain on com­
pany funds and a hindrance rather than a 
help to efficiency in operations.
Research meanwhile has clearly established 
that “high budgets” (those which can be at­
tained only rarely or not at all) will lower the 
aspiration levels and the motivation of em­
ployees in the long run. Such budgets often 
cause the workers to feel even further sepa­
rated from management and they arouse the 
feeling of fear, resentment, or hostility.6 A 
typical reaction is that the budget will be in­
creased if it is met in the current period—so 
why try to meet it? Such high budgets are 
obviously imposed ones—handed down as 
orders by top-management without giving 
6 George J. Beuston, “The Role of the Firm’s 
Accounting System for Motivation” in Information 
for Decision Making, edited by Alfred Rappaport, 
Prentice-Hall, 1970, p. 371.
7V. F. Ridgeway, “Disfunctional Consequences 
of Performance Measurements” in Information for 
Decision Making, pp. 3, 5.
(Continued on page 19)
lower- and middle-management, or the em­
ployees, a chance to participate in the prepa­
ration process.
Some authors, on the basis of current re­
search, have found a clear correlation between 
employee participation in the budget prep­
aration and increases in group cohesiveness and 
goal acceptance. But it was also found that 
when participation is allowed it cannot be a 
hypocritical attempt at pacification or the re­
sults on employee morale and motivation will 
be even worse than the nonparticipation ap­
proach would have produced.
Another area which has direct effect upon 
employee behavior is performance measure­
ment and feedback. Management, as current 
investigations disclosed, is learning that all too 
often big gaps exist between good intentions 
and desired results. What management per­
ceived as fair and optimal for its employees 
in general was not so considered by those 
employees. Such a reaction may lead to wide­
spread discouragement, cynicism, and alien­
ation.
At present one researcher found single, mul­
tiple, and composite criteria techniques in use 
in performance measurement.7 Accounting, as 
we are all aware, normally provides only single 
measurement criteria, such as either rates of 
return or more or less static cost standards. 
It really comes as no surprise that any single 
criterion technique is usually seriously inade­
quate because it induces the people controlled 
by it to concentrate solely on one facet and 
to ignore all other criteria or company goals.
Multiple criteria performance measurement 
techniques do realize that the firm has more 
than one goal. The third method in use, the 
composite criteria technique, goes even further 
by recognizing that some goals are more im­
portant to the overall well-being of the orga­
nization than others. Therefore, it places nu­
merical ratings or different weights on each 
of the multiple criteria when using them for 
measurement. But research has shown that, 
regardless which of the techniques is used, 
there is a likelihood of undesirable results 
since human nature almost dictates that people 
will focus on certain goals (normally their pet 
goals) to the exclusion and the detriment of 
others.
Interesting discoveries have also been made 
as to the correlation of employee attitudes and
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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois
This month the column will discuss several 
items, some of which were discussed in pre­
vious columns when they were in the exposure 
stage of drafting by the American Institute of 
Certified Public Accountants.
Accounting Changes
The exposure draft of this Opinion, which 
has now been issued as APB Opinion No. 20, 
was reviewed in the May issue. As issued, the 
Opinion differs from the exposure draft in one 
major and three minor respects.
The major difference is that the Opinion 
permits certain changes in accounting princi­
ples to be made retroactively in financial state­
ments. These changes are limited to (1) a 
change from the LIFO method of inventory 
pricing to another method, (2) a change in 
the method of accounting for long-term con­
struction type contracts, and (3) a change to 
or from the “full cost” method of accounting 
which is used in the extractive industries.
One minor difference is that the exposure 
draft provided that the explanation in the 
financial statements of the justification for the 
change should explain how the newly adopted 
accounting principle results in more useful 
financial statements for users of financial state­
ments. The Opinion provides for this justifica­
tion to be made in terms of the alternative 
accounting principle being preferable.
The second minor difference is that the 
exposure draft provided for disclosure of all 
pro forma effects of the change only on the 
face of the income statement. The Opinion 
permits disclosure of the per share pro forma 
effects in the notes or in a separate schedule 
when space does not permit their disclosure 
on the face of the income statement.
The third minor difference is that the Opin­
ion added a specific requirement for disclosure 
of the effect of the change on the current 
year’s income before extraordinary items, net 
income, and related per share amounts.
Piecemeal Opinions
The exposure draft of this Statement, which 
was discussed in the July 1971 issue, has now 
been issued as Statement on Auditing Pro­
cedure No. 46. The Statement has been issued 
in approximately the same form as it was 
exposed.
Interest on Receivables and Payables
The Accounting Principles Board has now 
issued its Opinion on this subject.
Effective date
The Opinion, which was adopted unani­
mously by the Board members, is effective for 
transactions entered into on or after October 
1, 1971. The Board believes that the conclu­
sions as to balance sheet presentation and 
disclosure should apply to transactions made 
prior as well as subsequent to the issuance of 
the Opinion. The Opinion is not intended to 
require the discounting of notes existing on 
September 30, 1971 which were not previously 
discounted, although notes that have previous­
ly been recorded in the fiscal year in which 
October 1, 1971 occurs may be adjusted to 
comply with the provisions of this Opinion. 
Notes that were previously recorded in fiscal 
years ending before October 1, 1971 should 
not be adjusted.
Applicability
The principles discussed in the Opinion are 
applicable to receivables and payables which 
represent contractual rights to receive money 
or contractual obligations to pay money on 
fixed or determinable dates, whether or not 
there is any stated provision for interest, ex­
cept for the following:
(1) Receivables and payables arising from 
transactions with customers or suppliers 
in the normal course of business which 
are due in customary trade terms not 
exceeding approximately one year;
(2) Amounts which do not require repay­
ment in the future, but rather will be 
applied to the purchase price of the 
property, goods, or service involved 
(e.g., deposits or progress payments on 
construction contracts, advance pay­
ments for acquisition of resources and 
raw materials, advances to encourage
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exploration in the extractive industries);
(3) Amounts intended to provide security 
for one party to an agreement (e.g., 
security deposits, retainages on con­
tracts );
(4) Customary cash lending activities and 
demand or savings deposit activities 
of financial institutions whose primary 
business is lending money;
(5) Transactions where interest rates are 
affected by the tax attributes or legal 
restrictions prescribed by a governmen­
tal agency (e.g., industrial revenue 
bonds, tax exempt obligations, govern­
ment guaranteed obligations, income 
tax settlements); and
(6) Transactions between parent and sub­
sidiary companies and between sub­
sidiaries of a common parent.
The Opinion is also not intended to apply 
to, and the Board is not presently taking a 
position as to, the application of the present 
value measurement (valuation) technique to 
estimates of contractual or other obligations 
assumed in connection with sales of property, 
goods, or service, for example, a warranty for 
product performance.
Provisions
The Opinion states when a note is received 
or issued solely for cash and no other right or 
privilege is exchanged, it is presumed to have 
a present value at issuance measured by the 
cash proceeds exchanged. It also states that 
if cash and some other rights or privileges are 
exchanged for a note, the value of the rights 
or privileges should be given accounting rec­
ognition by establishing a note discount or 
premium account which should be amortized 
over the life of the note preferably using the 
“interest” method. This method results in a 
constant rate of interest being applied to the 
amount outstanding at the beginning of any 
period.
The Opinion provides that other methods 
may be used provided the results obtained do 
not differ materially from those that would 
result from the “interest” method.
The Opinion also states that when a note 
is exchanged for property, goods, or service 
in a bargained transaction entered into at 
arm’s length, there should be a general pre­
sumption that the rate of interest stipulated 
by the parties to the transaction represents 
fair and adequate compensation to the supplier 
for the use of the related funds. It states, 
however, that presumption must not permit 
the form of the transaction to prevail over 
its economic substance and thus would not 
apply if (1) interest is not stated, or (2) the 
stated interest rate is unreasonable, or (3) the 
stated face amount of the note is materially 
different from the current cash sales price for 
the same or similar items or from the market 
value of the note at the date of the transaction. 
Under the latter circumstances, it provides that 
discount or premium should also be recognized 
and accounted for as described above.
The Opinion provides that in the absence 
of established exchange prices for the related 
property, goods, or service or evidence of the 
market value of the note, the present value 
of a note that stipulates either no interest or 
a rate of interest that is clearly unreasonable 
should be determined by discounting all future 
payments on the notes using an imputed rate 
of interest. It states that this determination 
should be made at the time the note is issued, 
assumed, or acquired; any subsequent changes 
in prevailing interest rates should be ignored.
The Opinion contains general guidelines for 
determining the imputed rate of interest. It 
states that the objective is to approximate the 
rate which would have resulted if an indepen­
dent borrower and an independent lender had 
negotiated a similar transaction under com­
parable terms and conditions with the option 
to pay the cash price upon purchase or to 
give a note for the amount of the purchase 
which bears the prevailing rate of interest to 
maturity.
The Opinion provides that the discount or 
premium resulting from the imputation of in­
terest should be reported in the balance sheet 
as a direct deduction from or addition to the 
face amount of the note. It states that it should 
not be classified as a deferred charge or de­
ferred credit. It requires the description of the 
note to include the effective interest rate and 
the face amount and the amortization of dis­
count or premium to be reported as interest 
in the statement of income. It states that issue 
costs should be reported in the balance sheet 
as deferred charges. This statement presenta­
tion is applicable in all circumstances.
Subsequent Events
The Committee on Auditing Procedure has 
now issued its Statement on this subject. The 
purpose of the Statement is to provide guide­
lines as to which events occurring subsequent 
to the date of financial statements but prior 
to issuance of the auditor’s report require ad­
justment of the financial statements and which 
require disclosure.
Those which require adjustment of the fi­
nancial statements consist of events that pro­
vide additional evidence with respect to con­
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ditions that existed at the date of the balance 
sheet and affect the estimates inherent in the 
process of preparing financial statements. The 
Statement states that all information that be­
comes available prior to the issuance of the 
financial statements should be used by man­
agement in its evaluation of the conditions on 
which the estimates were based.
It states that identifying events that require 
adjustment of the financial statements calls 
for the exercise of judgment and knowledge 
of the facts and circumstances and gives as 
an example a loss on receivables. It states that 
a loss on an uncollectible trade account receiv­
able as a result of a customer’s deteriorating 
financial condition leading to bankruptcy sub­
sequent to the balance sheet date would be 
indicative of conditions existing at the balance 
sheet date, thereby calling for adjustment of 
the financial statements before their issuance. 
A similar loss resulting from a customer’s major 
casualty such as a fire or flood subsequent to 
the balance sheet date would not be indicative 
of conditions existing at the balance sheet date 
and adjustment of the financial statements 
would not be appropriate.
Those which require disclosure consist of 
events that provide evidence with respect to 
conditions that did not exist at the date of the 
balance sheet being reported on but arose sub­
sequent to that date, disclosure of which is 
required to keep the financial statements from 
being misleading. Examples of such events are:
1. Sale of a bond or capital stock issue.
2. Purchase of a business.
3. Settlement of litigation when the event 
giving rise to the claim took place sub­
sequent to the balance sheet date.
4. Loss of plant or inventories as a result 
of fire or flood.
5. Losses on receivables resulting from con­
ditions (such as a customer’s major ca­
sualty) arising subsequent to the balance 
sheet date.
The Statement also discusses auditing pro­
cedures to .be employed in the period subse­
quent to the date of the financial statements, 
dating of the independent auditor’s report, 
events occurring after completion of field work 
but before issuance of the auditor’s report, 
reissuance of the auditor’s report, and the 
auditor’s report in a filing under the Securities 
Act of 1933.
SEC Matters
Certain SEC proposals for amending Forms 
8K and N-1Q were discussed in the September 
issue. These proposals were disposed of as 
follows:
1. The proposal requiring disclosure in the 
Forms of material charges and credits 
of an unusual nature was adopted for 
Form 8K but not Form-N-1Q. The latter 
proposal was dropped because invest­
ment companies ordinarily do not have 
significant amount of such transactions.
2. The proposal requiring the registrant to 
report a change in independent accoun­
tant was adopted for both Forms with 
some procedural modifications.
3. The proposal to require reporting of ac­
counting changes in Form 8K has been 
changed to require their reporting in 
Forms 7Q, 10Q, and 10K. This proposal 
was adopted for Form N-1Q.
FROM OUR PAST
"In a talk given at the October meeting of the New York State Society of CPAs, Dr. William J. 
Wallen, Chancellor of the Board of Regents of the State of New York, made a statement that 'the most 
angelic profession by far is the CPA profession'."
December 1946
THE WOMAN CPA
We wonder if today's educators feel the same!
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TAX FORUM
ANNE D. SNODGRASS, CPA, Editor 
Gifford-Hill & Company, Inc. 
Dallas, Texas
MAXIMUM TAX ON EARNED INCOME
Prior to the Tax Reform Act of 1969, in­
dividual income tax rates reached a maximum 
of 70 percent for taxable income in excess of 
$100,000 for single persons and $200,000 for 
married persons filing joint returns. The 70 
percent rate applied to all taxable income 
other than net long term capital gains which 
were subject to an alternative rate of 25 per­
cent.
The Tax Reform Act of 1969 added Code 
Section 1348 which limits the maximum mar­
ginal rate on earned taxable income to 60 
percent for taxable years beginning in 1971 
and to 50 percent thereafter.
The new section was not adopted “as a tax 
relief measure but to reduce the pressure for 
the use of tax loopholes.”1 In recent years 
many high bracket taxpayers have been sub­
stantially reducing their income taxes through 
use of tax shelters such as investments in oil 
and gas properties, cattle, and real estate. 
Often such activities would not be profitable 
except for tax considerations. The Congress 
intended that the maximum tax provision make 
these speculative ventures less appealing to 
high bracket taxpayers by narrowing the dif­
ference between the maximum rate on earned 
income and the maximum rate on capital 
gains. It was hoped that this would have the 
effect of directing taxpayers’ time and efforts 
to their vocations rather than to tax devices 
designed to avoid the progressivity of the tax 
rate structure.
1H. Rep. 91-413 (Part I), 91st Cong., 1st Sess.
208 (1969)
Taxpayers Affected
The provisions of Section 1348 apply to tax­
payers with earned taxable income which 
would otherwise be taxed at a marginal rate 
in excess of 50 percent (60 percent in 1971). 
Thus, the Section can only be relevant to those 
who will have earned taxable income in ex­
cess of the following amounts.
Filing status 
Unmarried individuals 
Heads of household 
Married—filing joint 
return




The earned income rate limitation may not 
be used by taxpayers electing income averag­
ing or by married taxpayers filing separate re­
turns.
Earned Income
To apply the maximum tax provisions, it is 
first necessary to ascertain the meaning of the 
term “earned income.” Section 1348 defines 
earned income by reference to definitions pro­
vided by Section 401(c)(2)(C) and Section 
911(b).
Earned income, as defined in Section 
401(c)(2)(C), includes gains (other than 
capital gains) and net earnings derived from 
the sale or other disposition of, the transfer 
of any interest in, or the licensing of the use 
of property (other than goodwill) by an in­
dividual whose personal efforts created the 
property. This definition, for example, permits 
authors and inventors to treat royalties as 
earned income.
The second and more important category 
of earned income is that defined in Section 
911(b) which includes wages, salaries, or pro­
fessional fees and other amounts received as 
compensation for personal services actually 
GUEST EDITOR:
This Tax Forum has been written by Margaret Wilson, CPA, Dallas, Texas, a 
Manager in the Tax Department of Arthur Young & Company.
Our guest editor is a business administration graduate of the University of North 
Carolina and has a master’s degree in economics from University of Florida.
Miss Wilson is a member of AICPA, the Texas and North Carolina Societies of 
CPAs, and both ASWA and AWSCPA.
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rendered. If a taxpayer is engaged in an un­
incorporated trade or business where both 
personal services and capital are material in­
come-producing factors, his earned income is 
a reasonable allowance (but not more than 
30 percent of his share of the net profits) as 
compensation for personal services rendered.
Specifically excluded from the definition of 
earned income are certain distributions under 
qualified plans. Thus, earned income does not 
include: premature or excessive distributions 
to owner-employees under self-employed re­
tirement plans that are subject to penalties 
under Section 72(m)(5), lump-sum distribu­
tions from qualified pension or profit sharing 
plans subject to the special five-year averaging 
provisions of Section 72(n) or as capital gain 
under Section 402(a) (2), or lump-sum distri­
butions from qualified annuity plans taxable as 
capital gains under Section 403(a) (2) (A).
The second specific exclusion from earned 
income is any deferred compensation within 
the meaning of Section 404. However, the de­
ferred compensation exclusion does not apply 
to any amount received before the end of the 
taxable year following the year in which the 
employee’s right to receive such amount is not 
subject to a substantial risk of forfeiture (with­
in the meaning of Section 83(c)(1)). Thus, 
it appears that compensation received in the 
form of restricted stock should qualify as 
earned income since such stock is deemed to 
have been received in the year in which the 
substantial risk of forfeiture lapses.
Earned Net Income
Once the taxpayer’s earned income is de­
termined, the next step is to determine his 
“earned net income.” Section 1348(b)(2) 
provides that earned net income is the tax­
payer’s earned income reduced by the deduc­
tions allowable under Section 62 (trade and 
business expenses, reimbursed employee ex­
penses, outside salesman’s expenses, moving 
expenses, etc.) which are allocable to earned 
income.
Earned Taxable Income
Finally, the taxpayer’s “earned taxable in­
come” is arrived at as follows:
1. First, the taxpayer determines the por­
tion of his taxable income that is earned 
by multiplying the taxable income by 
the ratio (not in excess of 100 percent) 
of earned net income to adjusted gross 
income.
2. Then he subtracts from such amount the 
excess over $30,000 of the greater of 
his “tax preferences” for the current year 
or the average of his tax preferences for 
the current year and the prior four years.
Computation of Tax
After earned taxable income has been de­
termined, the taxpayer’s tax liability can be 
computed. The tax under Section 1348 is de­
termined in four steps:
1. First, the taxpayer computes the tax on 
his earned taxable income falling in the 
50 percent and lower brackets.
2. Secondly, he applies a flat rate of 50 
percent on the portion of his earned 
taxable income falling in the over 50 
percent brackets.
3. Then he determines the excess of the 
tax computed on his total taxable income 
over the tax computed solely on his 
earned taxable income, both computa­
tions being made without regard to 
Section 1348.
4. Finally, he adds the three segments of 
tax computed under the preceding steps 
to determine his tax liability for the year 
under Section 1348.
The application of this computation is illus­
trated in the following example:
For the calendar year 1972 H and W, 
married individuals, file a joint return and do 
not elect income averaging. Other pertinent 
facts are as follows:
Total of tax preferences










and commissions) $110,000 $110,000 $110,000




exemptions — (20,000) —
$125,000 $105,000 $100,000
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The “earned income” of H and W is 
$110,000 consisting of their gross salaries and 
commissions.
Their “earned net income” is $110,000 less 
outside salesman expenses (Section 62 deduc­
tion) of $10,000, or $100,000.
Their “earned taxable income” is arrived at 
as follows:
Taxable income $105,000
Ratio of earned net income 
($100,000) to adjusted gross 
income ($125,000) x 80%
$ 84,000
Less tax preferences in excess
of $30,000 5,000
Earned taxable income $ 79,000
“A job search is hard work and you should 
be prepared to work much harder during this 
period than normally. Every lead, every news 
item, every ad, every bit of information has to 
be followed up systematically.”
“Financial Executive,” March 1971
The tax for H and W is computed under 
Section 1348 as shown below:
Tax on earned taxable income falling in the
50 percent and lower brackets ($52,000) $18,060
50 percent of earned taxable income
falling in the over 50 percent
brackets ($79,000 - $52,000 = $27,000) 13,500
Tax computed on total taxable
income ($105,000) $48,280
Tax computed on earned
taxable income ($79,000) 32,760 15,520
$47,080
The tax saved due to Section 1348 is $1,200 ($48,280 — $47,080).
Effect of Maximum Tax
The maximum tax may have a profound ef­
fect upon taxpayers’ decisions concerning the 
particular form in which they will do business. 
For example, incorporation may no longer be 
advantageous for many professional organiza­
tions and other personal service businesses. The 
maximum tax rate of 50 percent is just slightly 
more than the 48 percent corporate rate; if 
no corporation were used, retained earnings 
would not be subject to additional taxes when 
distributed.
On the other hand, incorporation may be 
desirable for individuals engaged in a trade 
or business where capital is a material factor 
in the production of income. In this type of 
business, the amount of net profit which may 
be treated as earned income is limited to 30 
percent of the net profit of a business operated 
as a proprietorship or as a partnership. The 
30 percent limitation does not apply to salaries 
received from a corporation. Thus, any amount 
paid to employee-stockholders as salary will 
qualify as earned income so long as it repre­
sents a reasonable allowance as compensation 
for personal services rendered and is not a 
distribution of earnings or profits.
Such salaries, however, will undoubtedly be 
subject to closer scrutiny by Internal Revenue 
Service. Controversies concerning the reason­
ableness of compensation are expected to in­
crease as taxpayers endeavor to maximize the 
amount of salaries that can be justified for 
actual personal services rendered.
The total impact of this new code section, 
the uncertainties relative to the application of 
certain of its provisions, and the planning op­
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“How To Make It in a Man’s World”, 
Letty Cottin Pogrebin; Bantam Books (pub­
lished by arrangement with Doubleday & Com­
pany, Inc.), New York; 1970, 244 pages, $1.25.
Purchased for pleasure reading during a 
vacation, How To Make It in a Man’s World 
was for this reviewer both entertaining and 
highly informative. The author claims her book 
is written for those aspiring to executive posi­
tions and to salaries in excess of $150 a week. 
Those who have already attained these goals 
should read the book for fun. It is filled with 
many amusing anecdotes. For those who 
haven’t “made it,” Letty has some very prac­
tical “do’s” and don’ts.”
The author has made career, marriage, and 
motherhood compatible. Her advice—to justify 
the time invested in your education, to enjoy a 
little bit of power, devote ten years or better 
to a specific career goal. “Why be afraid of 
success and of making lots of money?” she 
asks.
There are many routes to the big break, and 
no hard and fast rules. Certain points are 
cleverly made. For instance, it’s all right for 
one to type, but don’t be such a “Super-secre­
tary” that you become indispensable at that 
level. Be curious enough to read all documents 
that cross your desk. Offer in writing and in 
polite manner—not pushy—your ideas to your 
boss. Don’t fake it early in your career; ask 
twenty or two hundred questions in order to 
understand the business operations of your 
company. Job mobility—for money or knowl­
edge-can pay off in success.
Then, one day, executivehood arrives and 
you have the incredulity, thrill, and jitters of 
the first-timer. Part of the great transition will 
be determining your own personal style of 
grooming and dress. Letty says “Leave the 
love beads at home.” It will make a decided 
difference as to how your boss treats you, 
how your co-workers respond, and how out­
siders react.
Letty (as she refers to herself in the book) 
gives a very detailed description of the rules, 
as she sees them, of the lunch game when the 
woman picks up the tab. It’s more than an ex­
ecutive-subordinate role, combining with it the 
shadings of male-female relationship. Her eight 
tips in this area made the book worth reading.
Remembering your secretary, the fine art 
of firing, and the use of credit cards are topics 
amply covered. “Do’s” and “Don’ts” are given 
for office etiquette.
The “other woman” in your executive life 
can be a lady boss ranging from a “princess” 
(they are considered rare) to a “witch” (of 
which there are several varieties). Or the 
“other woman” may be the boss’s wife. Some 
are on the scene; some are not. And the “other 
woman” category covers secretaries (the best 
and the worst), aggressive co-workers, “nice 
nellies,” and the “botchers.”
Getting along with the men is considered 
a lot easier. Remember that his ego sometimes 
needs protection or a healthy boost. Be 
genuinely you and give equal treatment to 
all. If you are charming to the boss, be so 
also to the mailboy. Snobbery does not belong 
in the office. Serve your boss well for some day 
you may want a promotion or recommendation. 
If you are single, husband-hunting in all its 
obvious forms doesn’t belong at the office. Treat 
your male colleagues with respect and friend­
ship. Don’t combine sex and the office. It has 
cost many a girl a valuable position when the 
romance turned sour.
Living in a man’s world can be tough emo­
tionally, physically, and mentally. But, if this 
be one’s aspiration, Mrs. Pogrebin offers the 
advice and enthusiasm to help one reach the 
level that best suits her—the level that makes 
life exciting.
Glenda E. Ried, C.P.A.
The University of Toledo
“A Test Application of the Feasibility of 
Market Based Measures in Accounting,” 
Daniel L. McDonald, Journal of Accounting 
Research, Volume 6, No. 1, Spring 1968.
Professor Daniel L. McDonald proposes in 
this article that use of market based measures 
is a valid and feasible procedure in develop­
ing “current values” in accounting. He ob­
serves that most opposition to current valua­
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tion is rooted in the feasibility problem rather 
than on conceptual grounds. The literature of 
the profession is filled with recommendations 
that accounting statements include supple­
mental data as to current values, the most 
readily available being replacement costs or 
the market selling price.
In academic manner the author specifies 
criteria for feasibility and tests his proposition 
empirically in the terms of the criteria. Fea­
sibility to most business practitioners means 
cost, and a good point is made of the two- 
edged pattern of costs. The initial cost of 
testing and measuring is obvious; more subtle 
is the resulting cost of possible wrong decisions 
by management based on inaccurate account­
ing. This is another way of saying that market 
based measures must be conceptually valid, as 
well as practical at the measuring stage.
Professor McDonald’s four criteria of fea­
sibility are: 1) degree of dispersion, 2) dis­
placement (from the “true” value), 3) cost­
liness, and 4) timeliness.
Displacement from the true value of the 
asset is not subject to accurate testing short 
of actual sale of the asset so this criterion was 
not explored. Costliness of the measuring 
process must be assumed to be roughly the 
same for most methods of valuation. Timeliness 
would be decisive in many cases if management 
were faced with mounting costs arising from 
decision delay. Dispersion of measurements 
around a mean offers a suitable test of various 
valuation processes, and this criterion is de­
veloped with statistical techniques.
The sample field (the measurers) were two 
randomly selected groups of certified public 
accountants practicing in California. The ob­
ject of measurement was a fleet of automobiles 
described in identical terms to each group of 
accountants. One group was asked to measure 
the “net realizable value” of the automobiles at 
the end of each of four years and was supplied 
with extracts from two used-car price books as 
well as used-car auction prices as reported in 
a weekly trade journal. The second group, the 
“present practice” measurers, was asked to 
select a depreciation pattern and estimate the 
useful life, salvage value, etc. in accordance 
with generally accepted accounting principles. 
Supplemental data for this group included in­
formation as to depreciation practices and 
policies of other owners of automobile fleets.
Automobiles were used because of general 
recognition of their current market prices and 
because they are usually considered part of 
the long-lived asset group. Feasibility objec­
tions have been more generally related to the 
long-lived group.
Answers were spread in statistical array to 
test dispersion for each group, or the clustering 
about the group mean. Answers from the 
“present practice” group showed more disper­
sion in each of the four years, with the least 
significant variance in answers developed by 
straight-line depreciation methods. The author 
recognized that the mixture of various de­
preciation methods might account for disper­
sion differences. Further statistical tests were 
applied after selecting uniform parameters of 
life and salvage value and converting the 
various depreciation methods to straight-line. 
The statistical conclusion was that net realiz­
able values are at least as good as straight- 
line depreciation methods.
The author concludes that dispersion tests 
conform to at least one term in accounting 
objectivity, i.e., verifiability. He further sug­
gests that technological advance and socio­
economic change will constantly add to areas 
where such measurement can be applied and 
that accountants should be prepared to take 
advantage of such developments.
Professor McDonald’s presentation in this 
article is a summary of part of his doctoral 
dissertation. His research at Stanford Univer­
sity was supported by a Doctoral Dissertation 
Fellowship from the Arthur Andersen & Co. 
Foundation.
Constance T. Barcelona
The Camargo Club (Cincinnati)
Editor’s Note: Those who enjoyed “Develop­
ment of Asset Valuation in Terms of Market 
Prices” in the November 1971 issue of this 
magazine may find this article by McDonald 
of particular interest.
“Tax Allocation for Differences in Orig­
inal Bases,” Hugo Nurnberg, Journal of Ac­
counting Research, Vol. 8, No. 2, Autumn 
1970.
Asset depreciation is a favorite and flexible 
factor in income manipulation. This article ex­
amines the tax rate and tax base effect com­
pared to recognition of income for strictly 
financial accounting, namely, the timing dif­
ferences and permanent differences. APB 
Opinion No. 11, “Accounting for Income 
Taxes”, considers the differences separately but 
the Nurnberg analysis points to the likelihood 
of their interrelationship. He demonstrates, 
among other things, that investment credit 
application is equivalent to a combination of 
timing and permanent differences.
The deferred, or liability, method is ad­
vocated for deduction of depreciation for tax 
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purposes since the deductibility is then con­
sidered a problem of financial accounting for 
tax expense, not depreciation expense.
Illustrated by a series of tables, a method is 
developed for normalizing, or smoothing, in- 
come for successive years by proportional al­
location of permanent depreciation differences. 
The author deems this advisable “as long as 
the underlying reality is not obscured” since 
fluctuations in post-tax income tend to de­
ceive both market analysis and trend projectors.
Constance T. Barcelona
The Camargo Club (Cincinnati)
"The Dark Side of Decision Making”, Robert C. 
Ferber, Management Review, Vol. 60, No. 3, 
March 1971.
Mr. Ferber, president of a New York man­
agement consulting firm, states “Given that an 
executive can get the facts when he needs 
them, certain qualities ensure his good deci­
sion-making ability.” These qualities are com­
petence, openmindedness, and luck. Mr. Ferber 
further states “Conversely, an executive turns 
to the dark side of decision making if he is 
incompetent, closeminded, and unlucky.” An­
other quality influencing an executive’s deci­
sions is his subconscious—some prefer to call it 
unconscious—decision making.
Sometimes executives who normally think 
clearly use rationalization to implement their 
subconscious decisions. In Ferber’s words, 
“Organizations are temporarily hobbled by 
limitations of know-how and information flow, 
but they can be permanently crippled if power­
ful executives continually make rationalized 
decisions for too long.”
Mr. Ferber suggests remedies including in­
ternal checkpoints, external checkpoints, and 
audits of subconscious decision making. In­
ternal checkpoints include psychotherapy, self 
perception, and sensitivity training. External 
checkpoints include superiors and peers. The 
author recommends that each business make a 
continuing audit of important decisions with 
unfortunate results to determine the exent 
to which the decision was made subcon­
sciously. Although he admits the suggestion 
for a decision audit may seem Orwellian, he 
believes that subconscious bad decisions are 
prevalent in human organization and that in 
many cases the effective operation of such an 
audit could spell the difference between suc­
cess and failure.
Dr. Patricia L. Duckworth, C.P.A.
Metropolitan State College (Denver)
THE NEW DIMENSIONS 
OF ACCOUNTANCY
(Continued from page 10)
quality of performance with respect to fre­
quency of performance feedback received by 
employees.8 It was found that more frequent 
performance feedback results in significantly 
higher attitudes and performance ratings, 
which would indicate that it is imperative 
that employees are informed as soon as possi­
ble whether they are succeeding or failing.
8 Doris M. Cook, “The Effect of Frequency of 
Feedback on Attitudes and Performance” in Ac­
counting and its Behavioral Implications, p. 233.
Another area plagued with drastic behavioral 
complications is the interpretation of the pre­
viously discussed decision models, since they 
are based on the assumption that the users 
are economic people, which is not necessarily 
true.
Because all accounting information is aimed 
at internal and external users, hardly any 
major accounting issue can be resolved without 
making some assumptions about behavior.
Although so far all the findings in behavioral 
accounting are uncoordinated and several more 
years will pass until general principles and 
concepts—or a conceptional framework with 
broad applicability—will be developed, one can 
already foresee the far reaching impact this 
new subdiscipline will have and the funda­
mental reorientation in accounting concepts, 
procedures, and systems it will cause.
Conclusion
In an attempt to answer the questions posed 
at the outset, it is obvious that accounting 
presently is in a stage of evolution never before 
experienced, either in degree or in scope. Not 
one, but three major new dimensions are 
emerging, each one of dramatic impact. The 
integration process of these new disciplines is 
still far from conclusion since the new dimen­
sions themselves are not yet finally crystallized.
One thing, however, can be said—we are 
at the threshold of unparalleled gains in the 
effectiveness of our discipline. Its future will 
be as bright as ever, since the people practicing 
it have proven that they are capable of re­
sponding to the new demands and the drastic 
changes resulting therefrom. They have dem­
onstrated that they are willing to pay the price 
for living in a dynamic, fast-changing world, 
in a world in which nothing is static.
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Over 11,200 successful CPA candidates 
have been coached by
International Accountants Society, Inc.
“If you don’t pass your CPA examination 
after our CPA Coaching Course, we’ll coach you 
without additional cost until you do!”
DONALD R. MORRISON, CPA, 
Director of Education of IAS
Any CPA will tell you it takes more than 
accounting knowledge and experience 
to pass the CPA examination. You must 
know the quick, correct way to apply 
your knowledge, under examination 
room conditions.
How you budget your exam time, for 
example —how you approach each 
problem or question —how you decide, 
quickly, the exact requirements for the 
solution—construct an acceptable pre­
sentation-extract relevant data—and DONALD R. MORRISON, CPA
You may be eligible for
Gl Bill benefits
If you qualify, you may be eligible for 
Gl Bill benefits. You may start the IAS 
CPA Coaching Course, or the full IAS 
accounting curriculum any time you 
please—there are no classes, no fixed 
enrollment periods. So you can make 
maximum use of the time available, 
starting as soon as you enroll and con­
tinuing right up to the examination 
dates.
use accounting terms acceptable to the examiners.
That's where the International Accountants Society can 
help you. As of June 1, 1971, 11,247 former IAS students 
who had obtained all or a part of their accounting training 
through IAS had passed CPA examinations. Our cpa 
Coaching Course is proven so effective we can make this 
agreement with you:
Send today for free report
To get the complete story on how you (or some member of 
your staff) can benefit from the proven ias cpa Coaching 
Course, just fill out and mail the coupon below. No 
obligation.
"If any IAS CPA COACHING course enrollee fails 
to pass the cpa examination in any state after 
meeting all the legal requirements of the state 
as to residence, experience, preliminary edu­
cation, etc. IAS will CONTINUE COACHING WITH­
OUT additional COST until the enrollee is 
successful."
The IAS CPA Coaching Course is designed for busy ac­
countants. You train at home in your spare time, at your 
own pace. Most important, every lesson is examined and 
graded by one of our faculty of CPA's, who knows exactly 
the problems you'll face in your cpa examination.
If you need refresher training in certain areas, IAS will 
supply, at no extra cost, up to 30 additional elective assign­
ments, complete with model answers, for brush up study.
International Accountants Society
A Home Study School Since 1903  
209 West Jackson Blvd., Chicago, Illinois 60606 
Att: Director of CPA Coaching 4F1-253
Please send me your new report on the IAS CPA Coaching Course.
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